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“Private philanthropic organizations can possess im­
portant characteristics which government lacks. They 
may be multicentered, free of administrative super­
structure, subject to the control of highly qualified 
individuals with widely diversified views and in­
terests. They can initiate thought and action, ex­
periment with new and untried endeavors, and act 
quickly and flexibly.”
SOME AREAS FOR RESEARCH
IN ACCOUNTING
Dr. Oswald Nielsen, CPA
“The first question .that may be raised with respect 
to income measurement concerns the validity of our 
assumption that accrual accounting is better than cash 
accounting. We have for a long time assumed that 
of these two the accrual basis of income reporting 
is to be preferred. However, we have found a number 




As we commence 1969, our 31st year of 
publication, we are pleased to welcome a 
new special editor (see page 19) and five 
new editorial board members (see page 3). 
These behind-the-scenes workers merit the 
thanks of subscribers for the freely given 
time and efforts expended on their assigned 
tasks.
In making the editorial board appointments 
this year, a determined effort has been made 
to broaden the field from which members are 
selected. Whereas accountants have been 
drawn primarily from public practice hereto­
fore, the new members come from such di­
verse backgrounds as an accountant for a 
posh country club and an assistant trust officer 
for a Philadelphia bank.
Along with this extension of the composite 
accounting background of the review staff has 
been a numerical increase from six to nine 
members. The hope and plan is that these 
two changes will increase the capabilities of 
the editorial board to work closely with pro­
spective contributors to help improve quality 
and increase quantity of manuscripts submitted 
for possible publication.
We regard the foregoing as an effort on 
our part to live up to one of the objectives of 
the American Institute of Certified Public 
Accountants which we quote from a recent 
publication: “To maintain a high level of 
quality in its publications and in its program 
of professional development, and thus to aid 
its members in discharging their commitment 
as professional men to a lifetime of study and 
self-improvement.”
VALUE ADDED TAX
A recent issue of a national newsweekly 
indicated that the United States Chamber of 
Commerce and the Committee for Economic 
Development are suggesting that part of the 
corporate income tax be replaced by the 
value added tax (TVA) in the manufacturing 
process. There was an indication that such 
change in the tax structure might be expected 
to be presented to Congress in the near future. 
The August 1968 issue of THE WOMAN CPA 
carried a review by Mary Burnet of two 
articles concerning this new—to United States 
accountants, economists, and taxpayers—meth­
od of taxation.
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IMPORTANT NOTICE TO SUBSCRIBERS AND OTHERS
Commencing with this issue attention of 
subscribers and others is directed to a change 
in the date of publication. Formerly pub- 
lished in the even months of the year, this 
issue is dated January, 1969, and the en­
suing issues will be put out in March, May, 
July, September and November.
This date change has been determined to 
be desirable because it will allow a more 
timely publication when taking into account 
our printer deadlines and will make the pub­
lication year coincide with the calendar year. 
Especial attention is directed to the fact that 
the change in publication date will make no 
changes in the timing requirements for sub­
mission of advertising or other copy.
To effectuate this date change, note that 
the previous issue was dated ‘October 1968’ 
and was Number 6 of Volume 30 and that 
this issue is dated ‘January 1969’ and is Num­
ber 1 of Volume 31, making a skip of two 
months. This does not result in getting more 
or less for the price of your subscription but 
rather amounts to a repositioning of the same 
number of issues on the calendar.
PHILANTHROPY OR MISANTHROPY
The author contrasts philanthropy and misanthropy and describes some of the respon­




Charity has been with us since the beginning 
of time—Christ taught it when He was on 
earth—and the Treasury Department recog­
nized private philanthropy in 1917 when it 
first allowed an income tax deduction for 
an individual’s gifts to charitable organizations. 
Since that time, particularly during the post 
World War II years, the growth of nonprofit 
organizations has been phenomenal.
The Nonprofit Organization
What is a nonprofit organization? It is a 
legal entity, incorporated or organized, for 
philanthropic purposes. It has a governing 
board, usually a board of directors or trustees, 
which functions much as the board of directors 
of a corporation. It is exempt from federal 
taxation, but is required to file an information 
return with Internal Revenue Service. Many 
of the large organizations publish annual re­
ports but, unfortunately, the Information 
Return No. 990-A is the only report made by 
many groups.
There are many types of nonprofit organiza­
tions such as churches, schools, hospitals, wel­
fare organizations, fraternal organizations, and 
private foundations. The Subcommittee No. 
1, Select Committee on Small Business of the 
House of Representatives of the United States 
has had estimates ranging up to as many as 
50,000 private foundations and charitable 
trusts in the United States. The Russell Sage 
Foundation estimates that about 18,000 non­
profit entities are presently active, and of these 
only 6,803 have assets of $200,000 or make 
grants of $10,000 or more annually. Nonprofit 
organizations are often difficult to identify 
because the names of the organizations are 
not necessarily descriptive.
No one actually knows the number of active 
organizations, inactive organizations with un­
distributed assets, or how many of the listed 
organizations no longer exist. However, the 
Treasury Department now requires detailed 
information on the information returns so that 
the organizations may be properly classified. 
Data processing will be of great assistance in 
determining the number, type, etc., of non­
profit organizations. '
Private philanthropic organizations can pos­
sess important characteristics, which govern­
ment lacks. They may be multi-centered, free 
of administrative superstructure, subject to 
the control of highly qualified individuals with 
widely diversified views and interests. They 
can initiate thought and action, experiment 
with new and untried endeavors, and act 
quickly and flexibly. They play a vital part 
in our economy, and it is not the intent of 
the Treasury Department to destroy private 
philanthropy—only misanthropy.
Philanthropy—Big Business
Philanthropy is big business. It includes 
not only churches, schools, hospitals, welfare 
organizations such as Red Cross, United 
Funds, .but also private foundations. For ex­
ample, The Ford Foundation has assets valued 
at more than $3 billion; the Rockefeller Foun­
dation, $850 million; Duke Endowment, $690 
million. In 1966 the Ford Foundation dis­
bursed approximately $354 million for grants 
and projects. In 1965 the Rockefeller Foun­
dation disbursed approximately $28 million 
and Duke Endowment almost $17 million.
BEULAH LUTHER is Assistant Secretary and Controller of The Southwestern Legal Foundation, 
Dallas, Texas, an educational institution, a position she was elected to in 1960 after six 
years in the "non-profit" field.
Mrs. Luther is a native Texan who studied at East Texas University of Commerce. 
Her knowledge of accounting for non-profit organizations is based upon experience, 
research and study.
Mrs. Luther is a past president of the Dallas Chapter of the American Society of 
Women Accountants and of the Park Cities Toastmistress Club and a member of the 
Business and Professional Women's Club of Dallas.
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The receipts of 575 private foundations 
under investigation by the Congressional Sub­
committee (1), for the years 1961 through 
1964, were almost 30% higher than the com­
bined net earnings, after taxes, of the 50 
largest banks in the United States.
These are large institutions and are not 
typical of the majority or average private 
foundation, but even the medium size founda­
tions receive and disburse large sums of mon­
ey. For example, during the year 1964, 100 
medium to medium-large private foundations 
in Texas disbursed almost $12 million for 
grants and projects.
Accountants for Nonprofits
Who is doing the accounting for these 
organizations? The large operating organiza­
tions such as hospitals and schools have their 
own accounting departments. Some organiza­
tions are administered by banks, some com­
pany-sponsored foundations are administered 
by the company which created it, and the 
administration includes accounting. And, 
apparently, some small private foundations do 
not utilize the services of an accountant. The 
creator or principal donor records the re­
ceipts and disbursements and files the informa­
tion tax return.
The author mailed a questionnaire to 100 
medium to medium-large foundations in the 
State of Texas, and found, on the basis of 
replies received, that two-thirds of their ac­
countants are men, that two-thirds are over 
45 years of age, and that none were below 
the age of 25. About one-half are not accoun­
tants and less than one-fourth are CPA’s. 
Financial transactions are recorded by hand 
by 99% of those who replied, and the account­
ing of more than two-thirds is combined with 
other duties. Only about one-half had any 
formal training in accounting. The others relied 
on research and “trial and error”.
Approximately one-half of the organizations 
had independent audits annually, but only 
one-fourth published their financial statements. 
Nonprofit organizations are accountable to the 
public, but, even though a copy of each 
information return filed with Internal Revenue 
Service is placed on display, copies are not 
readily available to the average person.
Philanthropy
Traditionally, the administrative costs of a 
nonprofit organization are very small. The 
combined expense of the Ford, Rockefeller 
and Duke organizations amounted to less than 
3% of the total disbursed for projects and 
grants. Government could not begin to operate 
that economically. Many of the organizations 
have no operating expense at all. The cost 
is absorbed by the donors or others. This 
is philanthropy.
Misanthropy
There is misanthropy, too. During the past 
few years a congressional subcommittee, under 
the chairmanship of Congressman Wright Pat­
man of Texas, has investigated the activities 
of 575 large private foundations. The Sub­
committee reports that, on the whole, the 
record of foundation disbursements is one of 
solid accomplishment, but that serious abuses 
have been uncovered among a few.
The case of The Public Health Foundation 
for Cancer and Blood Pressure Research, Inc. 
(page 10, Subcommittee’s report), provides a 
classic example of what can happen. The 
Foundation was under the control of James H. 
Rand, Jr., former president and chairman of 
Remington-Rand (now Sperry-Rand), Internal 
Revenue Service claimed.
IRS further claimed that Mr. Rand, who 
was in the 80-90% tax bracket, made contribu­
tions to the Foundation, benefited from the 
deduction on his individual tax return, and 
still retained control of the funds in the 
Foundation. Also, IRS claims that the Founda­
tion did not expend the funds for true chari­
table purposes, that payments were made to 
Mr. Rand’s social friends and associates, and 
that he utilized funds for his own personal 
benefit.
One of the charges against the Foundation 
was that in 1958, at the suggestion of James H. 
Rand, Jr., it loaned a Stuart, Florida, resident 
the sum of $30,000 on a mortgage to build 
a new home. No payments were due on the 
principal of the mortgage for 30 years, and 
the loan carried a 3-½% interest rate per year.
Accounting Responsibility
With the privileges enjoyed by tax-exempt 
organizations goes the responsibility of not 
only carrying out the stated purposes but also 
of reporting the activities to the public. The 
accountant is in the key position to detect 
misrepresentation and fraud. He is responsible 
for reporting the receipt and disbursement of 
funds, as well as reporting the source of funds 
received and the purpose for which they were 
expended.
First, in accounting for a nonprofit organiza­
tion, the accountant must know where he is 
going before he starts. What is the purpose of 
the organization? What activities will it under­
take? What will be the source of its funds?
In addition, he must be fully aware of 
prohibited transactions. The Public Health 




A highlight of the Annual Meeting of The 
American Institute of Certified Public Ac­
countants in Washington, D. C. in October, 
1968 was the Institute's presentation of the 
Elijah Watt Sells Gold Medal to 22 year old 
Gail Ayn Levin of Gary, Indiana who received 
the highest grade among the 17,820 candi­
dates throughout the United States on the No­
vember, 1967 CPA Examination. The second 
woman in the history of the accounting pro­
fession to earn this honor, she also won the 
gold medal in Illinois for the highest examina­
tion grade of all the candidates in that state.
Miss Levin is presently attending Law School 
at Duke University, on a leave of absence from 
Arthur Andersen & Co., Chicago, Illinois, 
where she worked on the tax staff of that na­
tional accounting firm after graduation from 
the University of Michigan.
After receiving her A.B. degree in Econom­
ics (magna cum laude) in June, 1966, Miss 
Levin received her M.B.A. (cum laude) in Au­
gust, 1967 and graduated first in a class of 
102. During her college career she was se­
lected for membership in Alpha Lambda Delta 
(Freshman Women Honorary), Phi Beta Kappa, 
Beta Gamma Sigma (Business Honorary), Beta 
Alpha Psi (Accounting Honorary) and Circle 
Residence Halls Leadership Honorary.
Honors commenced early for Miss Levin. 
Despite being active on the debate team and 
a member of the band in high school (she 
plays oboe), she also found time to become a 
National Merit Finalist, a member of the Na­
tional Honor Society, and a winner of silver 
medals in the Indiana University achievements 
tests in algebra and comprehensive mathemat­
ics. In addition, she was the Valedictorian of 
her class and its Outstanding Girl Graduate 
(Elk's Award).
Research, Inc., among other things, was 
accused of: Lending its funds without ade­
quate security, purchasing securities or other 
property for more than adequate consideration, 
selling securities for less than adequate con­
sideration, and, an unreasonable accumulation 
of income (from $579,000 in 1954 to $10.2 
million in 1962, $9.6 million in 8 years).
Income Sources
Nonprofit organizations have two principal 
sources of income: Operating income, such as 
payment for products or services rendered, and 
income from investments and contributions 
and bequests, either cash or property.
A third source of income which has come 
under the attack by the Congressional Sub­
committee is the gain or loss from sale of assets. 
Gain on sale of assets is not operating income. 
It is an addition to the principal, or fund 
balance, of the fund which owned the asset 
and is not considered in determining the 
amount of accumulated income. The Congres­
sional Subcommittee has taken the position 
that gain on sale of assets should be treated as 
ordinary income and distributed—not added to 
principal or corpus. Some Foundations have 
been accused of speculating in the stock market.
However, according to the Subcommittee’s re­
port, far more was gained than was lost in 
security transactions. If foundations are allowed 
to continue exercising prudence in protecting 
their capital, the end result will be more money 
available for charitable purposes.
Operating income should, of course, be 
reduced, first by the cost of operations in 
accordance with commercial accounting prin­
ciples, and should be accounted for in separate 
accounts.
Donor-Restricted Funds
Gifts without purpose are seldom received 
by any nonprofit organization. A gift for the 
general purposes of the organization may be 
used in any way the organization wishes. 
However, a gift for a specific project or pur­
pose, a “donor-restricted” gift, may be used 
only for the purpose stipulated.
“Donor-restricted” gifts require stewardship 
reporting. Not only must the funds or gift 
be used for the purpose designated, but the 
accounting to the public should reflect the 
receipt of the gift, the restriction on it, and a 
report of expenditures for the purpose speci­
fied. All such gifts should be accounted for 
either separately or, where more than one 
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contribution is received for one specific pur­
pose, by group; that is, by fund or fund 
group.
In purchasing an asset, particularly for less 
than adequate consideration, the seller and 
purchaser may agree that the asset will be 
used or maintained for specific purposes. Mr. 
Rand and his Foundation entered into such 
an agreement.
James H. Rand, Jr., sold his 41-acre estate 
and furnishings to The Public Health Founda­
tion for Cancer and Blood Pressure Research, 
Inc., for $231,462.50, supposedly, IRS 
claimed, for research purposes and to house 
visiting scientists. In turn, he negotiated a 
lease for one bedroom in the house for the 
sum of $2,400 per year. The Foundation paid 
the salaries of four household employees and 
all household and maintenance expenses. IRS 
claimed that the house was not used for 
research and did not house visiting scientists, 
that it was used exclusively by Mr. Rand.
Each Fund A Separate Entity
Each restricted fund should be a balanced 
fund. The balance sheet should reflect the 
specific assets of the fund, the liabilities and 
the unexpended balance. Fund balances should 
be noted as either appropriated or unappro­
priated. Also, the financial statement should 
reflect the receipts and disbursements in each 
individual fund. In other words, each fund is 
treated as if it were a separate entity.
There are degrees of restrictions. For ex­
ample, an educational institution may have 
several divisions or centers. A contribution 
may be received for the general purposes of 
the organization and, in such case, the organi­
zation has the right to designate the contribu­
tion for use in the work of any or all of the 
centers, or it may designate the contribution 
to be used for general administrative expense, 
grants, or other projects.
Or, a gift may be designated for use by 
one particular center. Such a contribution may 
be used only for the activities of that center 
and may not be used for any other center. 
However, the restriction is general and the 
organization has the right to use the gift for 
any part of the activities of the designated 
center.
Or, a restriction may be more specific. It 
may be for scholarships for the center’s 
programs. In this instance, a restricted fund 
exists within a restricted fund.
A donor’s restriction may be extended to 
income. For example, the donor may specify 
that the principal of his gift not be expended. 
Only the income may be used and that in­
come for a special purpose such as a scholar­
ship, the maintenance of a building, or for 
some other worthy purpose.
Self-Imposed Restrictions
There is another type of restriction—a self­
imposed restriction. The governing board of 
the organization has the right to impose re­
strictions on unrestricted general funds. These 
restrictions do not have the binding quality 
of donor-restricted gifts, since the governing 
board may remove the restriction at any time. 
These self-imposed restrictions should be re­
vealed in the financial statement, separate and 
apart from donor-restricted gifts and from each 
other. They, too, should be balanced funds 
and reflect specific assets, liabilities and un­
expended fund balances.
The governing board may designate funds 
as endowment and specify that only the in­
come be expended. Such funds should be 
designated as “funds functioning as endow­
ment”. Often, donor-restricted endowment 
funds are mingled with “funds functioning 
as endowment”. The financial statement may 
combine the two, properly noted, but ade­
quate records for each type should be main­
tained.
Another type of self-imposed restriction is 
the appropriation. The governing board may 
make an appropriation of unrestricted funds 
to a specified individual or agency for a 
specific purpose. If the appropriation consists 
merely of payment of a stipulated amount, it 
more nearly resembles an accounts payable 
item and should be treated as such. However, 
funds should be transferred from the “un­
appropriated” balance to the “appropriated” 
balance and the liability recorded.
There will be no assets or liabilities, and 
as payments are made the appropriation will 
be reduced to zero. The financial statement 
should reveal such encumbered funds and 
the liquidation of the obligation. Some or­
ganizations treat appropriations as charges 
against income at the time the money is 
appropriated rather than when it is paid. 
Such practice should be mentioned either in 
a note to the financial statement or in the 
auditor’s opinion.
Expenditures
In accounting for nonprofit organizations, 
there are four general types of expenditures: 
Fund raising expense, general administrative 
expense, grants, and project expenditures.
(Continued on page 13)
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ASWA Board Meeting—Time Out
Smiles at Dinner
Judy Bowen and her Houston 
Chapter, ASWA—In the Winner's Circle Attention at Meeting
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SOME AREAS FOR RESEARCH
IN ACCOUNTING
The author cites areas in which long accepted accounting concepts are now open to 
question and urges further research in the interests of keeping up with the growth 
rate of general human knowledge.
Dr. Oswald Nielsen, CPA
Stanford, California
Research in accounting gains importance 
from the need to coordinate with the expan­
sion in general human knowledge. Every year 
human knowledge expands at a faster and 
faster rate. The rate of growth is so rapid that 
it almost nullifies the effort which any indivi­
dual makes to keep up with its progress.
Beyond this, the environment in which busi­
ness operates is new in many of its facets. Take 
for example the fact that investment in Ameri­
can corporations now is highly diffused. In the 
last fifteen years the number of stockholders 
who own shares of American business has al­
most tripled until we now have about 24 mil­
lion stockholders.
Furthermore, the role of the credit grantor 
also has increased. Credit granting to business 
is not only done by banks today, but also ex­
tends significantly to finance and insurance 
companies. With the greater load which in­
come taxes takes from business as well as the 
steady dividend flows which are required be­
cause of the greater diffusion in stock holdings, 
the business firm has more need for the credit 
grantor than he ever has had in American 
history.
Furthermore, there is much concern about 
the type of reporting that is necessary because 
of currently extensive social controls over busi­
ness. Another reason for expanding research is 
that today we have more effective labor or­
ganizations than ever before. Consequently, we 
need to know better from our accounting what 
the effects of possible wage proposals will be, 
even to the extent of showing the sometimes 
complicated ramifications of expanding fringe 
benefits in the total wage and salary structure.
We can assume that wage proposals involve 
an increase in costs either in terms of dollars 
or real income. The impact of either needs 
exploration. Furthermore, since labor now has 
become part of the stockholder organization 
and is entitled to reports as such, outside re­
porting to investors becomes a channel for 
reporting to labor. This situation makes labor 
information equally important to that which 
is required for the stockholder.
Again, today we have a far more interested 
public than we ever had before. For example, 
the power of anti-trust movements forces in­
quiry as to when bigness is too big. Accoun­
tants have contributed little to our knowledge 
here.
An additional reason for doing research in 
accounting is the change occurring in manage­
ment itself. Take, for example, a fairly recent 
change in the top management of General 
Motors. Whereas top management formerly 
consisted of the Chairman of the Board and 
the President, now, with the retirement of 
Mr. Roche, the two-man management structure 
has been replaced by a three-man team, a 
step toward having a larger number of compe­
tent people taking over the difficult problem 
of guiding the destinies of such a large corpo­
ration as General Motors.
In addition, for business in general, there 
are changes in the nature and process of plan­
ning and decision making. Instead of these 
functions being done by one person, sometimes 
even on a whimsical basis, now planning and 
decision making involve groups of persons who 
tend to approach problems with the aid of 
mathematical models, thus lending a degree of 
formality to these managerial processes. The 
question is how formal can planning and deci­
sion making be.
A further reason for research as far as the 
DR. OSWALD NIELSEN, CPA, is a Professor of Accounting, Stanford Graduate School of Business, 
Stanford University, Stanford, California. A graduate of the University of Chicago, Professor Nielsen 
holds a Ph.D. degree in economics from the University of Minneapolis, Minnesota.
In 1967 Dr. Nielsen was awarded a Certificate of Merit by the National Association of Accountants 
for an article published in Management Accounting and he recently co-edited "Research in Accounting 
Measurement," a collection of papers presented at a Seminar on Basic Research in Accounting Measure­
ment conducted by Stanford University. He has also been published extensively in other business and 
professional journals.
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management structure is concerned stems from 
the fact that we have new evaluations of 
management. Thus, we are extending our 
thinking into operational auditing to review the 
effectiveness of the management process.
Another reason why research is necessary in 
accounting is that there are changes in ac­
counting itself. The theory involved in today’s 
accounting problems receives much attention 
today. Thus, for example, the Accounting 
Principles Board of the American Institute of 
Certified Public Accountants spends much of 
its time on the conceptual structure behind 
today’s problems. Again, there is an increasing 
concern about the relationship of human be­
havior to accounting. Today, we raise ques­
tions as to what effect an accounting report 
will have on the reader.
Another change in accounting comes about 
because of the increased use of mathematics 
and statistics in accounting. Another change 
in accounting comes about from the increased 
need and opportunity to use accounting for a 
managerial purpose. Here, in this respect, the 
computer enables the making of complex 
analyses that could not be made by hand 
processes. Furthermore, there has been devel­
oped a theoretical structure of usable models 
and this structure is available, sometimes even 
in programmed form to facilitate their use in 
the computer itself.
INCOME MEASUREMENT
Very important areas for research in ac­
counting deal with such general subjects as 
income measurement.
Accrual Basis Questioned
The first question that may be raised with 
respect to income measurement concerns the 
validity of our assumption that accrual ac­
counting is better than cash accounting. We 
have for a long time assumed that of these 
two the accrual basis of income reporting is 
to be preferred. However, we have found a 
number of evidences of dissatisfaction with 
the accrual basis. This dissatisfaction has been 
expressed to a considerable extent by leaning 
toward fund statement and cash flow analysis.
Part of this has come about because of 
such factors as accelerated depreciation. It has 
been felt that accelerated depreciation has 
thrown off what might be valid net income 
measurement on the accrual basis. Therefore, 
a question has been raised as to how we might 
work out cash flow figures. It even has been 
suggested that we go so far as to compute 
cash flow per share.
Currently, the attitude of the accounting 
profession is that cash flow per share is an ex­
tremely dangerous and unreliable measure. 
The validity of cash flow as against net income 
per share remains as a matter that has not been 
clarified.
Research is needed to establish the relative 
validities of these two figures.
Income Smoothing
Our next consideration on income measure­
ment might be that of income smoothing. 
There are in our society a number of forces 
working toward income smoothing. We may be 
against income smoothing just for income 
smoothing’s sake.
Yet a number of considerations have stimu­
lated interest in income smoothing. A few ex­
amples are in order. Take the matter of report­
ing earnings per share. With the large diffusion 
of stockholders, there is assumed to be great 
interest in avoiding any undue fluctuations in 
the earnings per share figure because of the 
disturbance this may generate in the minds of 
investors.
Another suggested reason for income 
smoothing is that business firms may feel that 
there is at least an informal compulsion to 
maintain a dividend rate once it has been es­
tablished. Legally, of course, the basis for 
declaration of the dividend will be the re­
tained earnings, and therefore, the flow into 
retained earnings preferably should approach 
uniformity if it is to be a valid basis for con­
tinual dividend declarations. This, of course, 
is a concept that disregards whether or not 
there is the cash available.
There is some concern that undue fluctu­
ations in income may bring about undesirable 
fluctuations in the market value of stock which 
may work to the disadvantage of certain in­
vestors in that investors might be induced to 
invest or to disinvest on the basis of reported 
net income.
One of the first considerations on income 
smoothing is to determine the extent to which 
there may be income smoothing solely for 
income smoothing’s sake. A study undertaken 
by Myron J. Gordon (in the Accounting Re­
view, April 1964) suggests that the manage­
ment of a business firm has a high degree of 
interest in smoothing. Job security for the man­
ager is involved. A level and reasonable rate 
of growth in reported income is assumed to be 
a requisite for greater security for the manager. 
In an attempt to measure regularity of growth, 
Gordon detects an inducement toward smooth­
ing of income in order to reflect properly the 
growth factor.
Since there is some feeling that a manage­
ment is not entirely objective on this matter, 
there is concern as to whether or not income 
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smoothing might be induced just for smooth­
ing’s sake and management may either inten­
tionally or unintentionally be the prime mover 
in such a smoothing.
Here a certain behavioral pattern is as­
sumed on the part of management. We need 
research to test the validity of this assump­
tion.
Other factors, also come about where some 
interest in smoothing takes place. Take, for ex­
ample, paragraph 15 of the Accounting Re­
search Bulletin, No. 45.1 There is considerable 
discussion about alternatives of using the ac­
crual or completed contract bases in accounting 
for construction. Would a leaning toward the 
accrual basis as soon as outcome becomes cer­
tain improve income measurement in this 
case? Research is necessary to answer this 
question.
1 American Institute of Certified Public Accoun­
tants, Accounting Research Bulletin, No. 45.
Another factor where income smoothing 
may be involved is in interim period measure­
ment. Generally, we want to avoid obscuring 
seasonal fluctuations by income smoothing in 
interim reports. If interim reports are to have 
some quality of predictability we feel that 
this can better be accomplished to the extent 
that we do have some income smoothing dur­
ing the year. More research is needed to ap­
praise the validity of this impression.
Conglomerates
There also is a concern that income smooth­
ing may occur in the reporting for conglomer­
ates. Here smoothing occurs on a spatial basis 
because the favorable and unfavorable results 
of various elements of conglomerates may be 
offsetting each other, with the result that we 
have a smoother reporting for the entire con­
glomerate company than we would have for 
its individual elements.
If we should abandon reporting of the com­
bined effect of operating conglomerates and 
only report for the separate activities we would 
be ignoring the synergetic effects of mergers. 
Much research is needed before we can 
measure the role of synergism in conglomer­
ates.
The recent acceleration in mergers has 
raised some questions that we have not yet 
answered in any degree of finality. Several 
important questions arise with respect to 
merged companies:
1) To what extent is a credibility gap wid­
ened by choices between handling mer­
gers as purchase or pooling of interest?
Is it true that purchases below book val­
ues tend to be handled as mergers and 
that purchases above book values are 
handled as poolings of interest? What is 
the right way of handling corporate ac­
quisitions through mergers?
2) To what extent is financing of mergers 
accomplished by trading outmoded book 
values for actual current values?
3) To what extent is synergism operative in 
mergers? Also, how would we measure 
the synergistic effects of mergers?
Deferred Taxes
Deferred taxes are relevant to income 
smoothing. There is an attempt to defer taxes 
on the premise that income taxes paid in a 
given year are not necessarily income taxes that 
actually apply to that year. This results from 
differences in tax deductions allowed and what 
we would consider sound deductions on the 
accrual basis of accounting.
Therefore, because of accelerated deprecia­
tion and investment credits we have stressed 
in the opinions of the Accounting Principles 
Board that the major objective for deferring 
taxes in these cases is the tax expense allocation 
and its effect on the income statement rather 
than any refinement in the showing of liabil­
ities.
Pensions and Profit Sharing
Another important area that plays a role in 
the case of income smoothing is the matter of 
pension and profit-sharing plans. Here one of 
the important considerations has been the 
matter of obtaining so-called tax sheltered in­
come for the individual taxpayer.
To the extent possible in the case of any 
given pension and profit sharing plan the cor­
poration avoids income tax by proper profit 
sharing and by setting up pension funds along 
with the profit sharing plan. This will result 
in a tax deduction for the corporation as well 
as a chargeable expense.
As far as the taxpayer is concerned, his tax 
on such income will be deferred to the time 
when he in fact receives his pension payment.
Convertible Preferred Stock
The Accounting Principles Board has given 
considerable current attention to accounting 
for convertible preferred stock, a matter of in­
terest at the present time because of the cur­
rent significance of such securities to investors 
as well as issuing corporations.
Accounting for Human Resources
Interesting research is being done at the 
University of Michigan on accounting for hu­
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man resources under the general direction of 
Professor R. Lee Brummet. Others are similarly 
interested in this subject.
EFFECT ON THE BALANCE SHEET
Another important area of research is in 
connection with what effect income measure­
ment has on the balance sheet.
Does this process of income measurement 
have such effects on balance sheet presentation 
that we are increasingly destroying its signifi­
cance?
We realize that many figures on the balance 
sheet are simply items that are not included 
in net income measurement. This, for example, 
is true of the undepreciated value of de­
preciable assets. Their depreciated values are 
by definition by-products of depreciation ac­
counting.
Similarly, deferred income tax is a liability 
that results from the tax allocation problem. 
Professor Sprouse of Stanford University goes 
so far as to say that some of these items are 
not even liabilities. In fact, he doesn’t know 
what to call them and therefore he designates 
them to be accounting “what-you-may-call-its.”2
2 Robert T. Sprouse, “Accounting for What-You- 
May-Call-Its,” The Journal of Accountancy, Vol. 
122, No. 4, October 1966, pp. 45-53.
THE BASIC PURPOSE OF ACCOUNTING
An additional area for research is, what 
actually is the purpose of accounting. In the 
first place, to whom are we reporting, and 
what is the related effect of reporting to 
various individuals? The same goes for ac­
counting analysis—for whom is it made, and 
what sort of analysis is useful for the various 
users? Again comes the question of the re­
lationship of techniques to concepts.
Then we are not entirely clear as to what is 
the relationship of accounting to a given busi­
ness organization.
Does one organization require one sort of 
accounting and another organization require a 
different sort of accounting? (For example, 
what is appropriate accounting for a non­
profit organization?) Here again, we are un­
clear and we may be on the verge of assum­
ing that instead of a report that gives “fair” 
presentation what we need is not an omnibus 
report, but special reports for various purposes.
SYSTEMS ANALYSIS AND DESIGN
Another important area of research in ac­
counting is on systems analysis and design. 
The accountant largely has neglected his im­
portant position in accounting systems in that 
he has not kept up with modern improvements 
that have come about in the computer through 
the increased use of mathematics, and the in­
creased development in equipment, technology 
and general scientific development. Therefore, 
much additional effort is required before we 
will achieve the proper level of the accoun­
tant’s status in systems and design in the 
modern corporation.
PHILANTHROPY OR MISANTHROPY
(Continued from page 8)
Fund raising and general administrative ex­
penses are self-explanatory and should be 
accounted for in separate items on the fi­
nancial statements.
Grants are payments to others, usually for 
specific purposes. It is not uncommon for a 
nonprofit organization to engage in philan­
thropy outside the walls of its own organiza­
tion. In fact, many private foundations are 
dedicated to the support of churches, welfare 
organizations, educational institutions, and 
other worthy charitable organizations. Such 
grants are not normal administrative or over­
head expense incurred in the operation of the 
organization and should be accounted for 
separately.
Project expenditures have characteristics of 
both administrative expense and grants. For 
example, a research project will involve ad­
ministrative and overhead expense, yet the 
result of the project will inure to the public 
good. Again, the project expenditure is not a 
normal administrative expense, and each proj­
ect should be accounted for separately.
Mr. Rand, too, was interested in a project— 
a research project. IRS claimed that The Pub­
lic Health Foundation for Cancer and Blood 
Pressure Research, Inc., constructed a research 
laboratory at a total cost of $159,186.68. The 
principal purpose of the laboratory was to 
grow hydroponic vegetables, such as tomatoes, 
green beans, etc., free of toxic insecticides 
and high in nutritional value. The hydroponic 
farm was operated with several employees at 
considerable expense. This was a project ex­
penditure, but IRS further claimed that the 
vegetables were for the private use of James H. 
Rand, Jr., and a few of his friends, and that 
the laboratory was not built for and could 
not be used in the public interest.
In order for the financial reports to clearly 
reflect the activities of the organization, ex­
penditures must be grouped as outlined above. 
Totals of the familiar “salaries,” “supplies,” 
“postage”, do not indicate whether or not the 
(Concluded on page 18)
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor 
Peat, Marwick, Mitchell & Co. 
New York, New York
CURRENT CASES AND RULINGS
Contrary to Forum policy at this time of 
year, emphasis will be placed on current items 
of interest, rather than the usual year end 
tax planning suggestions.
Distributions at Age 21
There have been some rather significant de­
velopments within the estate planning area 
which were discussed at our seminar in Wash­
ington in October, and which are now being 
reviewed for the benefit of those who were 
unable to attend that meeting. The first has 
to do with Section 2503(c) trusts, where in­
come may be accumulated or distributed dur­
ing the period of minority of the beneficiary 
of the trust; with principal and accumulated 
income being turned over to the beneficiary 
upon coming of age, or paid to the minor’s 
estate, in the event of death prior thereto.
In some instances, under the Trust instru­
ment, while the accumulated income had to 
be paid to the beneficiary at age 21, the pay­
ment of corpus might be deferred until a later 
date. In filing gift tax returns, donors have 
claimed the annual $3000 exclusion to the ex­
tent of the income interest, on the theory that 
this was a gift of a present interest, entitled to 
such exclusion.
The Treasury Department, on the other 
hand, has regarded 2503(c) trusts as gifts of 
a present interest only where the principal 
also had to be paid over at attainment of 
majority. In instances where the matter has 
been litigated the Tax Court has consistently 
supported taxpayers; and at long last, the 
Treasury Department has conceded the point 
through acquiescing in three Tax Court de­
cisions in IRB 1968-37.5.
In the future, therefore, individuals desiring 
to accumulate income in trusts for their chil­
dren, but wanting to defer control of the cor­
pus until a later date, may utilize annual gift 
tax exclusions to the extent of the value of 
the minor’s income interest.
Transfers of Insurance Policies
In a previous issue we discussed the impact 
of Rev. Rul. 67-463, IRB 1967-52,15 on that 
phase of estate planning concerned with the 
absolute transfer of insurance policies, to re­
move them from the estate with minimal gift 
tax consequences.
The Service ruled that where the decedent 
continued to pay the premiums and the pre­
sumption could not be overcome that such 
payments constituted gifts made in contempla­
tion of death, a relative portion of the insur­
ance proceeds would be taxable in the estate.
In July of 1968 in Kathleen M. Gorman 
v. U.S., D.C. Mich. 7/25/68, this ruling was 
refuted by the District Court. It was their posi­
tion that the payment of premiums test had 
been statutorily abandoned sometime in the 
past and could not be revived by a Treasury 
Department ruling.
While this would seem to restore this phase 
of estate planning to its prior status we urge 
that tax practitioners “make haste slowly” with 
regard to this decision. The Treasury ruling 
may not be on firm ground, nevertheless it 
exists, and will probably only be overcome 
through litigation. Even along the litigation 
route, a different District Court might not 
concur with Michigan. Under the circum­
stances, therefore, it would not be prudent to 
place undue reliance on the Gorman case.
Administrative Expense Deductions
One last current estate item concerns itself 
with taxes, rather than tax planning, under 
Section 2013 of the Code. This section af­
fords relief in instances where property passes 
through, and is taxable in two estates within 
a relatively short period, by providing a statu­
tory credit in the second estate for all or a 
portion of the tax attaching to that property 
in the first estate.
In a recent case, Est. of May H. Gilruth, 
50 TC No. 85, property was included in 
her estate that had previously been taxed in 
the estate of her spouse. On the prior estate 
tax return a deduction for certain adminis­
tration expenses consisting of executors and 
attorney’s fees had been waived under Section 
642(g) of the Code, and taken as a deduction 
on the Fiduciary income tax return.
In calculating the estate tax credit for the 
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estate of May Gilruth, the Treasury Depart­
ment took the position that these expenses 
should serve to reduce the value of the prior 
estate, with a similar reduction in the credit 
available in the second estate. This position 
was upheld by the Tax Court on the premise 
that administration expenses are a proper 
charge upon an estate. If they are paid out of 
income subsequently received by the estate, 
thereby increasing corpus flowing through to 
the wife, such increased corpus is received 
by virtue of action taken by the executors, 
rather than by bequest.
In the light of this decision, any contempla­
tion of a waiver under Section 642(g) should 
be considered from the point of view of final 
joint estate tax liabilities in the event of the 
death of the surviving spouse during the pe­
riod of relief afforded under Section 2013.
Documentation of Expenses
One last item to be covered this month is 
two Tax Court decisions dealing with un­
reimbursed entertainment expenses exceeding 
$25.00. They are William F. Sanford, 50 
TC No. 81 and Robert H. Alter, 50 TC 
No. 82.
Attention is being directed to these cases 
as they accentuate the failure to comply with 
the requirements set forth in Reg. 1.274-5 
(c) (2) concerning the adequacy of records 
or sufficiency of evidence in substantiating 
unreimbursed entertainment expense in the 
“$25.00 plus” class. While the details of these 
cases will not be gone into here, it is sufficient 
to call attention to the fact that diaries, un­
supported by receipts or other documentary 
evidence, or corroborative testimony of the 
recipients of the entertainment, will not con­
stitute adequate records within the require­
ments of the Regulations.
With the passage of time since the pub­
lication of the regulations there has been a 
tendency on the part of taxpayers to become 
lax in recordkeeping, and the Sanford and 
Alter cases should act as a reminder of the 
necessity of compliance in this area.
AWSCPA EDUCATIONAL FOUNDATION PLANS
In 1966, the AWSCPA Educational Foundation was established for the advancement of education 
in the field of accounting. Those responsible for the creation of this Foundation—all members of the 
two societies that publish this magazine, ASWA and AWSCPA, felt it wise to establish a separate 
organization through which the necessary financial support could be solicited to accomplish their 
lofty aims.
The Foundation's goal is to provide the very best, most attractive information available to draw 
young people—men and women—to the accounting profession.
Already the Foundation has printed an excellent brochure "Why Not Choose Accounting"?, which 
has had wide distribution at high school career days.
Their second project is a most challenging one. Plans are being formulated for the production of 
a career film to appeal particularly to high school students and to spur them into seriously considering 
the demanding, exciting world of accounting. This undertaking, a monumental one, was selected when 
it became apparent that there is no truly excellent career film oriented toward the accounting field 
available to high school educators.
The Foundation is also planning to finance the updating of "Mapping Your Future?", the successful, 
20-page career information booklet first published by ASWA and AWSCPA in 1964.
Contributions are the Foundation's only source of revenue at this time. Honorary memberships are 
available to anyone making a contribution during the Foundation's fiscal year, which begins November 1. 
Life memberships are available to those making a single contribution of $500 or those contributing 
$750 payable in five annual installments. Contributions are, of course, deductible for income tax 
purposes and can be made to:
AWSCPA Educational Foundation
327 South LaSalle Street, Suite 738
Chicago, Illinois 60604
Readers are urged to consider this worthwhile project in their contribution plans as an oppor­
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“STATISTICAL SAMPLING FOR AUDI­
TORS: A NEW LOOK,’ William H. Kraft, 
Jr., THE JOURNAL OF ACCOUNTANCY, 
August 1968, Volume 126, Number 2.
In this article Mr. Kraft considers problems 
regarding the determination of an audit sample 
size. The auditor is faced with a twofold 
problem: First, he must recognize that he is 
not primarily a statistician; second, application 
of statistical sampling to auditing is only 
one of several techniques the auditor uses. 
A subjective evaluation of data also is es­
sential in auditing.
The author observes that statistical sam­
pling appropriate for auditing significantly 
differs from traditional sampling in that the 
auditor’s sample is not his only source of in­
formation. Rather, the sample is used basically 
to reinforce or to modify opinions developed 
from other sources, most of which require sub­
jective evaluations. Thus, the extent of test­
ing (sample size) and the reliability level 
used should take into account these subjective 
data.
This article presents a method by which 
an auditor can objectively combine (1) his 
subjective evaluation with (2) the objective 
sample results to produce (3) a quantitative 
statement of the auditor’s overall assurance 
in the system being audited.
The method utilizes Bayesian statistics, a 
technique which currently is being adopted 
in many decision-making situations. The de­
tails of the technique are explained in the 
article, and application of the method to a 
typical audit situation is outlined. The method 
requires the auditor to quantify his initial 
or prior assurance in the system being eval­
uated. By utilizing a series of statistical pro­
cedures, none of which are difficult to under­
stand or to apply, the auditor is able to 
arrive at a quantitative evaluation of the 
system which represents a combination of his 
sample result and his other subjective sources 
of information.
The method’s value for auditors lies in its 
reliance on both sampling and an evaluation 
of subjective factors. The difficult problem of 
determining whether a sample size is ade­
quate also is considered. Auditors are well 
aware that large sample sizes are necessary 
to support a high degree of assurance if a 
sample is the sole criterion for measuring the 
reliance an auditor can place in an account 
or an internal control system. By introducing 
subjective probabilities into the process, sam­
ple size can be reduced significantly while 
a high level of reliability is still maintained.
Mr. Kraft does not claim his method to be 
a panacea, but he does assert that the tech­
nique will tell the auditor how well the 
results of a detailed test of transactions and 
documents support his own initial subjective 
appraisal of the system. Furthermore, the audi­
tor will have an objective basis for determining 
the adequacy of his sample size.
Linda H. Kistler, CPA
Lowell Technological Institute
“ATTACKING A SPECIAL PROBLEM IN 
ACCOUNTS RECEIVABLE,” Edward S. Cor­
win, CPA, MANAGEMENT SERVICES, Vol­
ume 5, No. 2, May—June 1968.
This article describes the system designed 
to handle the accounts receivable of a retail 
furniture store which made a change from 
installment to the revolving credit method of 
selling.
Because of the store’s size, a computer 
installation of its own was not warranted. 
Therefore, services of a service bureau were 
secured. The new system has resulted in 
sufficient saving to pay % the cost of the 
new system plus considerable increased in­
come. Another advantage of the new system: 
office copies of delinquent statements go to 
the credit department for action, a procedure 
which eliminates fingering through 8,000 
ledger cards each week to locate 1,200 delin­
quents.
Dr. Bernadine Meyer 
Duquesne University 
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"DATA AND INFORMATION MANAGE­
MENT SYSTEMS,” Harry H. Elwell, Jr. “IN­
TRODUCTION TO EDP-CONTROLLED 
INVENTORY CONTROL” L. James Sasan­
ecki; MANAGEMENT SERVICES, AICPA, 
New York, Volume 4, No. 6, November- 
December 1967.
This issue of MANAGEMENT SERVICES 
contains two articles on data processing and 
information management systems which should 
be of general interest to persons in business.
In his article, Mr. Elwell discusses, with 
the aid of a number of diagrams and charts, 
the management of paper work and concludes 
by saying that there is nothing in the system 
outlined that cannot be put into practice by 
large or small businesses. The purpose of a 
properly designed and administered data and 
information management system is to ensure 
that a minimum of essential documents is 
acquired at minimum cost, that the documents 
acquired are distributed only to those per­
sonnel who have a valid need for them, and 
that the distribution is timely.
The first step toward setting up effective 
data management is to define and establish 
explicit guidelines or policies to which all 
personnel are required to adhere. Several 
guiding policies are stated and these are 
followed by five fundamental criteria for a 
sound data and information management sys­
tem. Mr. Elwell believes that the system must 
(1) identify minimum, essential, authorized 
paper work, (2) describe and code data for 
computer or tabulating machine input, (3) 
standardize documents wherever possible, (4) 
establish authorized document archives, and 
(5) control document distribution and records.
The practices and procedures which the 
U. S. Air Force Systems Command, the De­
partment of Defense, and other organizations 
have found to be necessary for effective 
management have been included in the article, 
but it occurs to this reviewer that the funda­
mental criteria listed above could, with the 
exception of (2), be adopted by even the 
smallest company without the aid of a com­
puter.
The second article deals with the com­
puterization of inventory control and seems to 
tie in logically with the first article since 
inventory control can produce a great deal of 
paper work. Also, timely data on inventories 
is an important management tool. Mr. Sasan­
ecki points out that computerization of in­
ventory control has enabled many companies 
to reduce the size of their inventories, to 
reduce production costs through improved 
planning, and to reduce clerical costs through 
mechanization—all without sacrificing customer 
service.
The company that computerizes inventory 
control may choose between two basic ap­
proaches. Electronic equipment can be used 
to perform existing clerical functions cheaper 
and faster or the computer can be made the 
basis of a completely new system, stressing 
decision making. Really significant benefits are 
more likely to result from the latter approach.
In the article, Mr. Sasanecki discusses the 
three basic types of data processing equipment 
—the card system, punched paper tape or 
magnetic tape, and magnetic disks—and states 
that the choice of basic equipment depends 
on the nature of the data processing system. 
In general, cards and tape are more suitable 
for batch processing of data. Companies with 
real time systems that demand random access 
are more likely to use disks. Often two or 
even perhaps all three of the basic types of 
system are combined.
The article concludes with a brief discussion 
of trends and points out that the trend is 
toward more use of specialized input and 
output devices, particularly across long dis­
tances.
Mary E. Burnet, CPA
Rochester Institute of Technology
“THE MANAGEMENT AUDIT” F. J. Rigg, 
THE INTERNAL AUDITOR, Volume 25, 
No. 3, May/June 1968.
If you were unable to attend the ASWA 
Eastern Regional Conference in New Orleans, 
May 1968, and missed hearing Mary Lou 
Hawkins, ASWA president-elect, discuss the 
work of the internal auditor with respect to 
operational auditing rather than just financial 
auditing, here is an article that helps to 
explain the management audit—one done on 
behalf of management rather than the share­
holders.
Dr. Bernadine Meyer 
Duquesne University
THE ENTREPRENEUR
It is useful to the accountant, in an effort to live with some of the more fancifully constructed 
financing gymnastics that the more daring (and often successful) clients perform, to consider the state­
ment of one of this interesting, dynamic breed: "Anyone can buy a thing if he has the money to do it. 
To buy a business without having money is what takes the brainwork."
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PHILANTHROPY OR MISANTHROPY 
(Continued from page 13)
organization is carrying out its purposes. How­
ever, a schedule of such expenditures should 
be attached to the financial statement.
Inter-Fund Transactions
It is not uncommon for a nonprofit organi­
zation having more than one fund to have 
inter-fund transactions; that is, one fund will 
receive contributions from another fund, and 
will make grants to still another fund. It takes 
little imagination to see what can happen to 
the final result of the organization’s combined 
operations.
The Public Health Foundation for Cancer 
and Blood Pressure Research, Inc., was not 
the only foundation which James H. Rand, Jr., 
controlled, IRS claimed. The Public Health 
Foundation made a medical research grant of 
$750,000 to Colonial Research Institute. About 
6 weeks later, Colonial Research Institute 
made a grant of $750,000 to International 
Research Foundation. Immediately thereafter, 
International Research Foundation made 
grants totaling $650,000 to three individuals 
for “advancement of human welfare”. The 
three individuals were not accountable to any­
one for the distribution of the income or 
corpus and had the right to name successor 
managers. The three individuals were friends 
and associates of Mr. Rand who served him 
with little or no compensation. IRS claimed 
that the transactions had nothing to do with 
the exempt purposes set forth in the founda­
tion’s charter. However, it is an example of 
how the activities of an organization can be 
inflated. It’s like “the music goes ’round and 
’round—and it comes out here.” Both receipts 
and disbursements are overstated.
Inter-fund transactions should be recorded 
in the individual funds as though they were 
transactions with outside organizations. How­
ever, in the combined statement of receipts 
and expenditures inter-fund transactions 
should be eliminated and listed as a separate 
item. This method of reporting reveals the 
actual source of funds received by the various 
funds and the purpose for which they were 
expended.
Inter-fund receivables and payables should 
be liquidated at intervals so that one fund will 
not be financing the activities of another fund. 
However, there is no necessity for inter-fund 
receivables and payables where cash is credit­
ed to the appropriate fund immediately upon 
receipt but deposited to common bank ac­
counts. Cash is co-mingled and the consolida­
tion of cash enables the organization to keep 
the surplus over current needs invested.
Inter-fund transfer of assets other than cash 
should be at fair market value. For example, a 
security held by the General Operating Fund 
which has increased in value should be trans­
ferred at the market value at the time of 
transfer, and the gain recorded in the General 
Operating Fund. Accordingly, the fund re­
ceiving the asset should record it at the in­
creased value.
The cost basis of assets held by nonprofit 
organizations is the actual cost of assets pur­
chased, or the market value on the date re­
ceived of gifts of property. However, the bal­
ance sheet should reflect the market value of 
all assets, either parenthetically in the main 
body of the statement, or in a note to the 
statement. Internal Revenue Service has re­
quired this information on the 990-A Informa­
tion Returns since 1964.
The Accountant’s Vital Role
Accounting for a nonprofit organization 
carries with it great responsibilities—not only 
to the organization itself, but to the public. 
And there is a gap between charitable organi­
zations and the public. The general public is 
not aware of the existence of a great number 
of these charitable institutions, or of what they 
are doing for the public good. It is not aware 
of the wealth of the organizations or of their 
capabilities. Reports of the activities of all 
nonprofit organizations should be readily avail­
able to the public—their accomplishments 
should be publicized.
As philanthropy plays a vital role in our 
economy, so the accountant plays a vital role 
in philanthropy. There is a need for accoun­
tants, particularly young women, with a knowl­
edge of accounting for nonprofit organizations. 
In addition, all accountants should have some 
knowledge of this specialized field of account­
ing. Accounting for a nonprofit organization 
can be extremely complex, and the accounting 
profession must keep pace with the growing 
needs of philanthropy.
SOURCES
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Treasury Department Report on Private 
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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois
NEW DEPARTMENT
In line with our aim of making THE 
WOMAN CPA an instrument of education 
and a conduit of technical information in all 
areas of accounting thought, we are pleased 
to announce a new department, now tenta­
tively named, “Theory and Practice—Current 
Studies and Concepts.”
The function of this new department will 
be to bring to our readers the gist of, and 
commentary on, the Accounting Principles 
Board Opinions, Statements and Exposure 
Drafts, Accounting Research Studies, Practice 
Review Bulletins and other meaningful pro­
nouncements of the American Institute of 
Certified Public Accountants and other author­
itative accounting oriented groups.
The effort will be to bring this theory­
practice dialogue to the desks of our readers 
who may be in industry, government or other 
areas of the accounting field where they may 
not have ready access to the reams of material 
along these lines which commonly flow to the 
public practitioner and the educator. These 
readers are, however, expected to apply these 
changing or changed concepts to the work 
on their desks.
NEW EDITOR
New Special Editor for the new department, 
“Theory and Practice” is Eileen T. Corcoran, 
CPA, of Arthur Young & Company, newly 
located in that company’s Chicago office in 
the Review Department. Prior to her move 
to Chicago as of November 1, 1968, Miss 
Corcoran was a manager in the Accounting 
and Auditing Standards group at the Home 
Office of AY in New York City.
A graduate of Hunter College (B.A. 1952) 
she joined the New York audit staff of AY 
shortly after graduation and became a manager 
in 1962.
Miss Corcoran’s excellent article, “Reporting 
of Leases—Some Observations on Opinion No. 
5 of the Accounting Principles Board,” drew 
much favorable comment when it was pub­
lished in the January/February 1968 issue of 
the Financial Analysts Journal and was re­
printed in the April 1968 issue of THE WOM­
AN CPA.
Based upon Miss Corcoran’s demonstrated 
writing ability and her experience background 
in the area of accounting and auditing stan­
dards, a confident prediction can be made 
that Theory and Practice will become a signif­
icant part of each issue of this magazine.
TWENTY-FIVE YEARS AGO ̶ in THE WOMAN CPA
SOCIAL SECURITY TAX RATE—Changes on January 1, 1944, from 1% to 2% for both employer 
and employee for Old Age Benefits. Present indications are that this automatic raise will be allowed 
to go into effect, and will not again be frozen at 1%.
INCOME OF MINORS—Children under 18 in all parts of the country have gone to work, and some of 
them are making more than the personal exemption for a single person of $500. These earnings, 
unless it can be proven to the satisfaction of the Treasury Department that the minor has been emanci­
pated, are to be included in the return of the parents.
From "TAX NEWS" by Alberta R. Crary, Whittier, California, 
December, 1943
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Over 10,100 successful CPA candidates 
have been coached by 
International Accountants Society, Inc.
Byron Menides,
President of IAS, says:
“If you don’t pass your CPA examination 
after our CPA Coaching Course, 
we’ll coach you free until you do!”
Any CPA will tell you it takes more than accounting 
  knowledge and experience to pass the CPA examination. 
You must know the quick, correct way to apply your knowl­
edge, under examination room conditions.
How you budget your exam time, for example —how you 
approach each problem or question — how you decide, 
quickly, the exact requirements for the solution — construct 
an acceptable presentation — extract relevant data — and use 
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can 
help you. As of May 1, 1967, 10,176 former IAS students who 
had obtained all or a part of their accounting training 
through IAS had passed CPA examinations. Our CPA Coach­
ing Course is proven so effective we can make this agree­
ment with you:
Approved under the new GI Bill
The IAS CPA Coaching Course as well as the full IAS 
accounting curriculum is approved under the GI Bill. You 
start any time you please—there are no classes, no fixed en­
rollment periods. So, you can make maximum use of the 
time available, starting as soon as you enroll and continuing 
right up to the examination dates.
Send today for free report
To get the complete story on how you (or some member 
of your staff) can benefit from the proven IAS CPA Coach­
ing Course, just fill out and mail the coupon below. No 
obligation.
“If any IAS CPA COACHING COURSE enrollee 
fails to pass the CPA examination in any state 
after meeting all the legal requirements of the 
state as to residence, experience, preliminary edu­
cation. etc., IAS will CONTINUE COACHING 
WITHOUT ADDITIONAL COST until the en­
rollee is successful.”
The IAS CPA Coaching Course is designed for busy ac­
countants. You train at home in your spare time, at your own 
pace. Most important, every lesson is examined and graded 
by one of our faculty of CPA’s, who knows exactly the prob­
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.
International Accountants Society, Inc.
A Home Study School Since 1903 
Dept. 8887, 209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching 






Approved under the new GI Bill.
□ Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.
